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SUBJECT: CURRENT THREE-PARTY NEGOTIATIONS MAY BE AT IMPASSE 

REF: REYKJAVIK 954 DTG 21 1722ZJUL 78 

1 . AFTERNOON OF JULY 28, STATE RADIO QUOTED SOCIAL 
DEMOCRATIC PARTY (SDP) CHAIRMAN BENEDIKT GRONDAL SAYING THAT 
THREE-PARTY NEGOTIATIONS BETWEEN SDP, PROGRESSIVES(PP), AND 
PEOPLE' S ALLIANCE(PA) HAD "FOUNDERED". IT 

WAS NOT CLEAR WHETHER GRONDAL MEANT THAT IT WOULD NOT BE 
POSSIBLE TO CONTINUE NEGOTIATIONS AT ALL OR THAT PARTIES HAD 
ONLY REACHED TEMPORARY STALEMATE. GRONDAL DID NOT ELABORATE, 

BUT REPORT WAS FURTHER INDICATION THAT PROSPECTS FOR 

FORMATION OF GOVERNMENT AMONG THREE PARTIES HAD DIMMED SIGNIFICANTLY. 

2. CHANCES OF EARLY SDP-PA-PP GOVERNMENT FADED FEW DAYS AGO 
WHEN SDP DRAFT OF ECONOMIC AGREEMENT WAS MET WITH PA 
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COUNTER DRAFT WHICH DID NOT ADDRESS POINTS OF DIFFERENCES 
BUT MERELY RESTATED PA DEMANDS. AMONG OTHER 
THINGS, PA HAS COME OUT STRONGLY AGAINST DEVALUATION OF 
KRONUR, AND IN FAVOR OF INCREASES IN BUSINESS AND 
INCOME TAXES, LOWERING OF INDIRECT TAXES AND INTEREST, 

AND CONSOLIDATION OF OIL IMPORT OPERATIONS UNDER STATE 
CONTROL. THESE DEMANDS ARE COMPLETELY ANATHEMA TO SDP, 
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AND WHEN PA SHOWED NO GIVE ON THEM, GRONDAL APPARENTLY 
DECIDED MAKE COMMENT QUOTED ABOVE. HE HAS INDICATED, 
HOWEVER, THAT THERE WILL BE CONSULTATIONS WITHIN PARTY 
GROUPS AFTERNOON JULY 28 AND OVER WEEKEND, BUT IT IS NOT 
KNOWN WHETHER FORMAL INTER-PARTY NEGOTIATIONS WILL BE 
RESUMED NEXT WEEK, IF AT ALT.. 
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